Purpose -The aim of this research is to examine the perceptions of consumers on Islamic banking and finance in Pakistan. Islamic finance is an emerging phenomenon and its survival depends upon the availability, affordability and awareness. This thesis attempts to fill the gap in the literature by exploring the perceptions of consumers and bankers in an attempt to gain insights so that availability of products and awareness can be increased.
Introduction
Although Muslims have used Islamic financial products since the time of Prophet Muhammad (PBUH), the first study on Islamic finance did not appear until the mid-twentieth century (Mawdudi, 1961; Siddiqi, 1983) . Since then, several Muslim and non-Muslim researchers have investigated the growth and phenomenon of Islamic banking (e.g. Iqbal and Mirakhor, 1999; El-Gamal, 2000; Warde, 2000; Wilson, 2006; Lewis and Algaud, 2001; Zaher and Hasaan, 2001; Ismail, 2002; Maurer, 2002; Siddiqi, 2002; Bley and Kuehn, 2004; Karbhari et al., 2004; Obaidullah, 2005; Iqbal and Molyneux, 2005; Ainley et al., 2007; Dusuki and Abdullah, 2007; Dusuki and Dar, 2007; Zainol et al., 2008; Kamla, 2009 , Masood et al., 2009 Ali and Syed, 2010; Khan, 2010; Housby, 2011; Akbar et al., 2012; Filippo et al., 2013; Beloufi and Chachi; Kammer et al., 2015; and Riaz et al., 2016) . There is a tendency in the Islamic finance literature to assume the theoretical superiority of Islamic banking, based on PLS, over the conventional interest-based banking system. Critics of conventional banking argue that the conventional system is based on profit maximisation and prompting banks to take high financial risks, resulting in social problems (Khan and Bhatti, 2008) . Such concerns called an increase in demand for ethical alternatives to conventional banking system in West while making Islamic banking system one of the most debatable areas for academics (Wilson, 1997; Khan and Bhatti, 2008) .
Recent years have witnessed a remarkable growth of Islamic banking and finance (Akbar et al., 2012) . This kind of banking system bases its wisdom on Islamic economic system that emerged to free Muslims from colonisers from conventional system in practicing their religion over financial issues. Islamic Shariah law provides guidance in terms of belief, moral conduct, prohibitions, and practical rulings or laws to the Muslims under the Islam (Akbar et al., 2012; Beloufi and Chachi, 2014) . The two basic sources of Islamic Shariah -the Holy Quran, and Hadith/Sunnah as the primary sources while secondary sources are Ijtihad and
Qiyas
1 define Shariah law (Gait and Worthington, 2008) . Sardar (2003) notes that 'Shariah' which most Muslims translate it as Islamic law and to be divine, there is nothing divine about it. The only thing which precisely divine in Islam is the Quran. The Shariah is a "human construction; an attempt to understand the divine will in a particular context. Therefore, the bulk of the Shariah consists of Fiqh or jurisprudence, which is nothing more than legal opinion of classical jurists" (p. 28).
With strict philosophies of lending, Islamic banking gained popularity and success in several
Muslim and non-Muslim countries. Renewed awareness and motivations in Islamic industry stemmed from its strong economic and social considerations, backed by its unique features (Akhtar, 2007) . In recent years, Islamic Banking has seen an extensive growth in Pakistan 2 .
The increasing number of branches and size of Islamic banks indicates the growth and success of Islamic banking industry. The motives behind this growth is due to the initiatives taken by State Bank of Pakistan (SBP) by creating a distinct Islamic banking division to make it the first choice and attractive for customers. This movement has generated new dimensions in this sector such as the financial need of small and medium enterprises, low cost housing, car financing and agriculture financing.
In terms of global outlook, Islamic banking is growing steadily, from one establishment in one country to about 600 institutions in more than 70 Muslim and non-Muslim countries (Beloufi and Chachi, 2014) 3 . The global market for Islamic banking is set to flourish significantly in the years ahead and has the potential for becoming a part of the international financial system (Nazeer, 2015) 4 . More importantly, during the global economic slowdown, Islamic finance has shown resilience whereas, conventional banks in the West experienced difficulties. Mosab et al. (2014) note that despite the financial crisis, the Islamic finance industry has been flourishing, and has enjoyed an astounding progress. According to (Chachi, 2005) (Riaz et al., 2016) . This wave of successful Islamic Banking hit outside the Middle-East, including Muslim and non-Muslim countries like Persian Gulf states, Indonesia, Pakistan and Malaysia (Warde, 2010; Rudnyckyj, 2013) 6 .
1970's and late 1980's was the predominant phase when largest number of Islamic Banks formed worldwide and developed the maturity phase (Karbhari et al., 2004 (Greuning and Iqbal, 2007) . 6 Islamic banking was introduced by the formation of Bank Islam Malaysia Berhad in 1974. Since then it has expanded throughout the country forming other 80 branches; the bank was listed on the Kuala Lumpur Stock Exchange on January 1992. The Islamic Banking Act of 1983 allowed a dual banking system, which allowed both conventional and Islamic banking to operate side-by-side (Venardos, 2005 While some argue that there is significant demand for Islamic financial services (Housby, 2013) , there are still reasons to believe that the demand of for Islamic services may prove to be a mirage (Dusuki, 2007) . This is because the assets of Islamic banks consist of financing based on genuine profit and loss sharing appears to be under 5 per cent (Lewis and Algoud, 2001; Dusuki 2007) . For some, Islamic banking existence is still minimal and Islamic banking have not achieved the required growth levels (Dusuki and Dar, 2007; Rashid and Hassan, 2009 ). The first wave of Islamic products appeared to have benefited a large number of Muslims; misleading the rest of population into thinking that the remarkable growth in Islamic industry in the first few years in could be sustained indefinitely. In fact, the rate of growth has declined over the years, and different providers of finance are competing for the same customers (Housby, 2013) . Long-term growth requires enticing new customers with no preceding business or interaction with Islamic finance. Prior studies have found lack of awareness and understanding amongst the consumers (Ahmad and Haron, 2002; Bley and Kuehn, 2004; Karbhari et al., 2004; Haque et al. 2009; Loo, 2010) . The evidence suggests
Islamic banking is failing in the challenge one of it's to be different from conventional banking; thus, it has not lived up to key goals (Kuran, 2004) . Awareness of this failure within the industry would be a step on the road to changing current practices and awareness in order to align Islamic financial institutions' activities with Shariah principles of social justice. Little research has been conducted to study this problem from the perspectives of consumers and Islamic banking employees. Most research associated with Islamic banks fails to pay attention to these stakeholder groups in one study, hence, the motivation for this study.
The remainder of this study is organised as follows. Section 2 presents relevant literature which evaluates the Islamic banking paradigm and Islamic banking products and services.
Section 3 provides a description of the research methodology and data. Section 4 reports results of the survey findings and provides a detailed explanation. Finally, Section 5 concludes the study by reporting the main findings, suggestions, limitations and avenues for future research.
Literature Review

An Overview
The Islamic economic system is based on the Shariah principles of equality and fairness (Kuran, 2004) . In Islamic resource mobilisation system, contrary to the theory of capital via savings, money is not to be held in savings; it is 'mobilised' in the real economy by Shariahcompliant financing instruments such as Mudarabah, Musharakah and Murabahah.
Theoretical approaches to Islamic finance argue that financial institutions should ensure that all practices are conducted in accordance with Shariah laws, especially that emphasising socio-economic justice and the prohibition on interest (Wilson, 1997; Zaher and Hassan, 2001; Beekun and Badawi, 2005; Kuran, 2004; Kamla, 2009) . Hence, Islamic banks have developed several financing instruments that are free from Riba (interest) being based instead on profit and loss sharing. However, Siddiqi (2001) , Haron and Hisham (2003) and Hassan and Musa (2003) note that Islamic banking is phenomena that is much more than the prohibition on interest. It is instead a system which aims to contribute to the fulfilment of socio-economic objectives and the establishment of social justice; it should also seek to establish a balance between earning and spending for the improvement of society as a whole (Haron, 1995; Al-Omar and Abdel-Haq, 1996) .
Furthermore, Chapra (1992) argues that an Islamic economic system has four objectives: need fulfilment; the generation of income from sources which would be acceptable within Islam; the equitable distribution of income; plus, wealth, growth as and stability. Under an Islamic system, the economy would have to be restructured based on the objectives of Shariah. The system would promote a positive goal-oriented role for the government in raising moral consciousness and accelerating social as well as economic reforms with suitable incentives.
Thus, Islamic finance is based on four main principles: (i) free consent, in which Islamic
Shariah law requires the mutual consent of both parties before any contract is entered in to;
(ii) Islamic banking is characterised as an interest free system (Akbar et al., 2012) .
Prohibition of interest is one of the main principles that can lead to more stable system (Mohsin, 1986) . According to Muslim scholars (e.g. Khan, 1986; Mannan, 1970; Lewis and Algoud, 2001 ) interest, being a predetermined cost of production, tends to prevent full employment of resources as it increases instability in the trade cycle, causing more intense fluctuations, by increasing the cost of capital (Keen, 1997) ; (iii) Prohibition of Gharar: an Arabic word interpreted as uncertainty, risk or speculation. According to El-Gamal (2000) Gharar is "the deal of things whose presence and features in types, species, amount of the thing, value, payment time etc. are uncertain" (p. 7); and (iv) profit and loss risk sharing:
Islamic financial system encourages Muslims to invest their money in Halal (lawful) businesses effectively and become partners in the business instead of becoming lenders. So, in Islamic banking the depositor becomes investor and the manager works as an operational partner who invests their capital according to his expertise and effort for the return of the profit. At the end, they both equally share the risk according to their sharing of partnership.
Islamic Banking Products and Services
Ahmad (1994) suggests that Islamic banking within an Islamic economic system must be based on zero-based interest, equity participation, joint ventures and profit sharing. However, some studies (Siddiqi, 1985; Rosly and Bakar, 2003) regard profit-loss sharing (PLS) as the only strict principle of an Islamic banking system. Moreover, Islamic finance attempts to promote social justice through its products; it encourages ethics and endeavours to achieve an equal distribution of wealth and income (Kamla, 2009; Riaz et al., 2016) . In Islamic banking, products such as Murabahah (mark-up financing), Ijarah (leasing), Musharakah (equity participation), Mudarabah (trustee finance contract) and Sukuk (Bonds) used as an alternative to interest bearing products (Zaher and Hassan, 2001; Obaidullah, 2005; Mansuri, 2006; Housby, 2011) .
Accessibility and Bank Selection Criteria
Lee and Ullah (2011) 
Attitudes towards Islamic Banking
A study by Ali and Syed (2010) investigates the impact of the perceptions and attitudes of professionals towards Islamic finance of the events of 9/11. The authors find that although, the events in the US created false impressions and misconceptions about Muslims, it significantly contributed towards growth in, and awareness of, Islamic finance. Gait and Worthington (2008) conducted a research to review attitude, knowledge and perception towards Islamic banking from individual customer, business firm and financial institution.
The findings showed that although consumers give importance to religion but there are still some other factors considered by customer for selection of a bank such as cost of finance, service quality and bank reputation. Zainol et al. (2008) showed that all the independent variables (religion, knowledge and service quality) had a significant positive relation with dependent variable (perception of students). The study also revealed that religion and level of knowledge about Islamic products and services were equally important.
Adding further to existing literature on Islamic banking awareness and attitude, Khan and
Asghar (2012) 
Islamic Banking Practices
In exploring the performance of Islamic banking, Radiah (1993) Based on these goals, this study investigates the following hypotheses:
H1: Awareness about Islamic financing products and services effect consumers' perception in Pakistan;
H2: Knowledge about Islamic financing products and services effect consumers' perception in Pakistan; and H3: Religion affects consumers' perception about Islamic financing products and services in Pakistan.
Methodology
This study examines the perceptions of consumers about Islamic banking products and services in Pakistan by employing questionnaire surveys. knowledge; and religious motivation in the perception about Islamic finance. The questions were adopted from previous study conducted by (Ling et al., 2012) and (Rehman and Shoaib, 2014 Tests including Cronbach's Alpha for reliability, Regression, ANOVA and Correlation were employed for an in-depth analysis of data to gather the perceptions of respondents. In this regard, Hussey and Hussey (1997) highlight that the use of different methods for studying the same phenomenon leads to greater reliability and validity. Table 1 provides detail about the demographic information of all 150 respondents including 75 University Students major in 13 85 questionnaires were disturbed amongst students out of which 75 were completed, and 80 questionnaires were disturbed among the bank employees out of which 75 were completed. 14 All of these respondents were either customers of Islamic banks or have been in the past. 15 Pakistan is a federation of four provinces (Baluchistan, Khyber Pakhtunkhwa Punjab and Sindh); the Capital territory of Islamabad; and two territories (FATA, the Federally Administrative Tribal Areas, and GilgitBaltistan). 16 These three cities (Peshawar,Mardan and Mansehra) are located apart from each other along with diversity on the bases of social, ethnical and economical grounds. 17 We have distributed questionnaire in main branch of Meezan Bank Peshawar and National Bank of Pakistan Mardan. 18 There are two branches of Bank of Khyber in Mansehra division -one in Abbottabad and other in Mansehra city. We have collected questionnaire from both branches. 19 Religiosity level is an important factor for measuring demographic profiles of respondents because some of the previous studies like (Delener, 1990; Mokhlis, 2009; Radiah, 1993; Argue et al., 1999; Swimberghe et al., 2009) suggested that religiosity level also affect the individual choice towards Islamic banking. According to Radiah (1993) individuals having high level of religiosity are using only Islamic banks as compare to those having moderate level of religiosity in Malaysia. Religion is highly personal in nature and thus its influences on consumer behaviour depend on persons" degree of religiosity (Swimberghe, et al., 2009; Mokhlis, 2009 Students studying finance were from three different universities in different cities; 47 per cent of students were from the largest university of the province (i.e., University of Peshawar) and 27 per cent each from other two universities. Similarly, equal percentage of bank' employees 25 per cent were taken as sample from three different cities and banks. 21 Matriculation is a term used to refer to the final year of high school and the qualification received on graduating from high school, which is equivalent to GCSE standards. The study employs consumer perception as a dependent variable and awareness, knowledge and religious motivation as independent variables for exploring perceptions about Islamic financing products and services in Pakistan. The responses from 150 respondents are analysed using a regression analysis (Chhapra and Bhutto, 2013) All values of Cronbach's Alpha for each variable is greater than 0.70 indicating all variables of questionnaire to be reliable. Table 3 shows regression analysis of the study. In model ( Here the value of R 2 of 0.568 indicates that consumers perception level is 56.8 % explained with the help of awareness, knowledge and religious motivation about Islamic financing products and services in Pakistan. ANOVA, Analysis of variance has been used to determine the acceptance and precision of statistical model used in the study for finding the relationship between dependent and independent variables. In Table 4 , the value of F is 63.971, where p-value of 0.000 shows a 5 per cent significance level. This illustrates the accuracy of statistical calculation and the significance of relationship between of consumers' perception and three independent variables (awareness, knowledge and religious motivation). Table 5 shows the level of significance of individual variable in the form of t-statistics and pvalue. The first coefficient is the constant term or intercept term of the regression model. The beta (β) value of constant is 1.972 shows that if awareness, knowledge and religious motivation are held zero then the perception of consumers remain at 1.972. The significance value of constant is p = 0.000 specifying that the constant is significant. (Branch, 1990) . All values of correlation coefficient of independent variables are less than from 0.90 which shows there is no multi-collinearity problem in study (Hair et al., 1998) . 
Findings and Discussion
Reliability Analysis
Regression Analysis
Summary of Statistical Analysis
The value of R is 0.754 nearer to +1 specifies a moderate positive relationship among 
Summary, Reflection and Way Forward
The main purpose of this study was to explore the perceptions of consumers about the reforms. This collected data would be able to provide transparency, in particular, the data on the distribution of income and wealth and could help the Islamic financial institutions to make better products to fulfil the real socio-economic objective of Islamic finance. We believe that the Shariah framework of Islamic institutions should be re-thought and unless intellectuals and experts in modern economics sit with Islamic scholars in advisory boards, Islamic banking options would remain limited in scope and restricted in operation.
There has been a limited amount of work carried out on the perceptions of consumers about
Islamic banking in Pakistan. The main contribution of our paper is that most of the previous studies have ignored multiple stakeholders and have only focused on one group at a time. 
